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Poland: Can Tt Survive Un=il 19847

and political stasilizy: (1) an austerity and reform Drocram
which stabilizes and then revives the Polish economy; and (2)
continued foriegn Zinancing wita an addicticnal $2.1 Silliem in
financing in 1981. Both of these elements will have to be
present and reinforce each other £for the Polish renewal to
continue. Western financing without stabilization is only
throwing good money after bad. Without a turn—around in the
economy, Poland's financing neecds will quickly outstrip the
ability of the Wes: to provide f£urther assisctance —-- aven with
a substantial CEMA contribution -- and there would be no way
for Poland ever to repay. On the other hand, a Polish
stabilization plan has little chance of success without the
avallaallzty of sufficient rescurces to purcaase needed
Western imports. Polish induszry already suffers from chronic
shortages of importec Western intermediate goods and spare
parts. The production shortfalls due to these shortages form
'@ vicious circle -- the fall in production ¢f exportacle gaods
reduces Poland's asility to earn foreign currency :o maxe
purchases of pneeded inputs. Poland's difficulty in financing
western foodstuffs could also tireaten internal cohesion, as
it may lead to further disruptive work stoppages and greater
internal strife over the implementation of economic reforms.

Assuming Poland can £ind sufficient financing in 1981 to
avoid a disastrous Zecline in mporss 2nd meets its ambhitious
balance of payments targets, nex: vear should be nore easily
managed. Following an official and privace rescheduling in
1982, Poland would reguire aooroxxmate1y $3.8 bllllon in
f1nanc1al or expor:t credits. %izh Poland on track on its
stahilization program for 1981 and 1382, su-f;c1enu progress
snoulé be made by 1583 to allow —eolacement ¢Z the bulk of
official financial assistance by commercially motivated
private and official credits.

Prosoeets for Stabilizarion

Although the Poles have implemented some important
measures, such as the 50 percen: increase in prices paid to
farmers for agricultural products, Polish authorities have
been unable to pu:t together a2 comprebensive stanilization
program. It is clear tnat any stadilizat:i:on package would
have to be negotieted with solidar:zy. Thus Ear, solidaricy
has blocked piecemeal measures ta 1mprove the econcmy and tied
measures wnich would have an ac7erse imDdact On worker living

standards o a more comprenensive reform effori. The DPelish

ty leadersnip, accunied wita political turmail, the internal
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There will be two key elements in Poland's future ecoacmic
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wer struggle and the threat of Warsaw Pact intervention, has
t been able t©o overcome the fract:izal and idealcogical
stacles to a comorenensive relarm Zrocram.  In acddizicn, it

is not clear how mucn effective central control can be exercised

over the acrions of zhe local zureaucrzcrLes that have to
implement stapilization measures.

On the brighter side, Walesa has clearly stated that
Polish workers are prercared to make "sacrifices" for an
economic recovery. Soviet threats of intervention may actually
increase Polish workers' willingness to accepz lower staandards
of living. The upcoming party Congress, should it be held,
promises to settle the internal dispute in favor of the
"reformist” elemencs. This offers the possibility of sweeping
changes in economic policies and removal of local bureaucratic
opposition to refsora.

In any event, Poland is ras:dly approaching the point
where the balance af paymeats will be “stapilized" by zhe lack
of sufficient hardé currency financing to cover Pcland's import
needs. Unless Western imports are more efficiently allocated,

. the downward spiral of industrial productian will accelerzate
and the chronic food¢ shortages will be exacerbated. In short,
Poland will have ornly a fixed amount of foreign financing in
1987, so they will be unaole Lo run a large trade deficis., I
the Poles are lucky, they mav rz2ceive suflic:rent financing o

n a crade deficic of $700 miilion, or the targets on thelrg

lance of payments. Stabilizazion, or how efficientlv these
credits are used, will determine how £far GD2? will have to
decline this vear. The ability of Polish authoricies ta
maintain social cohesions and keep the economy going during
this period will be crucial for an eventual economic recaveryv.

The Situation in 1981

The Polish economic situation continles to deteriorate
rapidly. Even if Polish azuthoritiss succeed in implementing
stabilization measures, GN? will fall petween 10-135 percent
this vear. The Drerizituns £211 i3 dve to shortages of imported
raw materials, apsenteelsm, and shorter hours. Shortages of
intermediate goots and the lacx of work incentives cue o
increased wages without goocs T2 purchase, need tO be corrected
if the situation is to be stapbilized. This decline mav de
even greater if Poland cdoes not meet its ambitious balance of
payments targetrs and line up furcher financing £or the second
half of the vear.

As shown in Table I, after rescheduling by its cthree

major Western crecitor groups (:ne raris Group governments,
‘her Western governments, and zhe private banxkxs) and CEMA,
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Poland will have covered over cne-nalf of its - financing needs,
&eaving abouz 353.1 biiiion in nard currency credists to Deex
inimem wmpor:t ne=ds and stave £ defauls. We estizate zhas

1f Western gcvarnments zake 3T22s TO cnange tne tarms of zag:ir

credits, Poland has already arrangad usabie Zinancing of $2.7
billion. Abogs $1.4 S:illion of =-is tst2l is in European
Credits whicn have rnot been drawn cue to recuiremencs f£ar
large casa down payments wnica =ne Poles cannoe aficrd. Aas
shown below, the G.S. is the single largest contributor to
this total thus far this Year.

Usable Credits Drawn

g.s. » 585 413
CEMA 450 ) 450
FRG 336 0
Canada 235 32
France 180 61
U.K. , 148 . 118
Denrark 110 19
Italy 100 30
Norway 79 - 34
Belgium 77 7
Austria 60 . - -
Netherlands ' 49 - -
weden ’ 42 kY
‘apan 30 8
Other 321 -
TOTAL 2479 1200

*- includes S$113 million as usakle credits.

The remaining financing gas is in the range of $2.4

billion. Given the already sizasle U.S. contribution this

year, particularly in view of cugr rel tively smaller financial
and economic ties wi=h 2olané, tne I.S. Dosition is that the
remaining gap saculd be filled 2Y the Zuropeans and Soviets.

Neither the Zuropeans nor the Soviets have shown anyv
enthusiasm for further credits. Zuropean performance on
credits this yvear has bneen Particularly disappointing. The
major European participants in Sclish credicor meeTings have
pledged sligntlv less than $1.2 sillion. Only some $300
mill:on of this total has actually been drawn tnis vear. At
the last crecdirvor meeting on Pcland Sune 1-2, France was tne

nly country to offer further £reéits ~— and tnis oifer only
Qoun:ed o $60 million. CEZmA nas reportecly providec $450
illion in che first quar:ter cf 1981, but haré figures are not
available. Tne Poles claim thaz CEMA has decrded against
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‘providing Sfurther hard currency assistance ia 1981. Both of
these nard line posizions may =rumple, however, as the Pales
run Lato a financral crunch 1o tne fall.

If the gap is not filled, Polish authorities will face
one af twa ungpalatihle choices: (1) to cux back sharzslv on
Western imports; or (2) default on unrescheduled dep: service

- to wWestern creditors. A sharp cutback on Western imports would
in the short run prove the most disruptive. Recurrent food
shortages could again bring the solitical situation =6 a boil
and the shortage cof Western intermediate Soods would accelerate
the economic decliinz. The ternative would be to default on
$700 million in unrescheduled :interest due the private banks
in the second half of 1981 and $400 million in unrescheculed
debt service due official credizors.

There are three sources of funds which Poland may be
anle to tap to cover their $2.4 nillion gap this year: the
private banks, CEZMA and the Europeans. '

The banks are working on tneir own rescnaduling and it
appears that principal payments Zue this vear will be deferred.
Rather than reschedule, the DU.S. banxs have decided t0 roll-over
principal repayment through tne 2nd of the vear. The European

'.banks will meet next week. :

At present, it is clear tha= the private banks are not
prepared to accept further exposure in Poland. As a default
on interes: payments in the secsnd nalf of the Vear approaches,
however, the pressure to provide additional funds will mount.
While banks are loath to rescihedule interest, thev may be
willing to provide sufficient funds to allow the Poles zo keep
current on a portion of interest savments due in the second
guarter. We should nc:, however, expect any cuick agresement to
this procedure, particularly from the American banking community.
Polish loans are rated as non-zerforming ov U.S. bank reculators,
which means Polish exposure mus= be met in part by a special
reserve against bank capital. Any private loans to enakle
Poland to keep current on interest would probadly be handled
gquietly in negotiations between the Poles and individual
banks.

The Soviets have a2 vital stake in Poland's tabilicy,
and an additional CZMA conctribuzion will be a critical element
in Poland's ability to close zhe $2.4 billion gap. Economic
chaos in Poland will involve significant costs to the Soviet
Union. Poland's financial prosi2ms and the Sovier Union's
reluctance to open tne CZmA "unsrella™ nas already made the
rivate panks more cautious aoscu: lending to Zastern Europe.
‘ Polish econom:c collapse wouid erode bank confldence further,
altnougn we do not expect a complete credit cut~off. Perhaps
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| ‘ore importanz, 2o.ané's econcmic difficulztles have deprivecd
the Warsaw Pac:z cocuncries of vi Polish exports, 1in particular
coal deliveries. rFinally, foersr cnaos wiznin Poland maigns
force a military inta2rvention, wnicn could impose substantial
political and econcmic COSTS. .

Given the costs of milizary intervention, the Soviects
may find it tempting to use eccnomic leverage to reverse the
course of events in Poland, parzicularly if it appears that
Poland is unable to count Oon tae West as an alternative source
of credits. The West will have a tricky hand to play here.
Poland's financial needs exceed the West's adility to provide
assistance. Some Gap will have to be lef:c for the Soviects.

On the other hand, if the wWest holds back to prompt a Soviet
contribution, Western assistance becomes 2 hostage Lo Soviet
policy and magnifies Soviet econcmic leverage.

The Europeans have played>a confused role in the Polish
financial problem; it would be easy to suspect bad faith, but
perhaps they simply have not dcne their homework. They hnave

_been cool towards our attempts o devise strategy towards
pressing for a large Soviet csatrioution ané accively resisted
our proposal to maximize debt relief this vear. At the sane
time that they have gressec for further U.S. credits, they have
done little on theixr own. .

-

-
Qutlook for 1932

Assuming Poland can get through 1981 without a disastrous
decline in western impcrts and can regain control of the
economy, the situation next Vear should be more manageanle.

The levels of Wes-ern assistance required to meet the financial

gap may prove uncomfortable but sbould £211 well short of

assistance levels for 1981, -
Assuming the terms c£ a rescheduling stay the same

in 1982, the combined value of 2 private and cfficial resche—

duling would be aodoroximately $3.3 billicn, leaving a f£inancing

gap of §3.8 billion. 2Pocland's 3

should be in the range of $3.0 =

1 on. A cood portion of
this total can be me:t with dept T
c

f. Under the same debt
rescheduling (90 percent _
of principal and interest on cred: granteéd pricr to January 1.
1981) an official reschecduling sa0uld De worin acproximately
$3.0 billicn. <Cnang=2s in these terms, nowever, Could increase
the value of a rescneduling bv 5$300-500 million. The most
significant changes in terms migat ilnclude:

~— changes in the cut-off date of the rescaeduling to
‘ include credits granted 1in 13981;

. == changes in the percentage of debt covered Dy rescheduling.

t .
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."’ While it was in J.5. financial interest to maximize the
‘ amouncs Gf Gebt ra2.ief granted in 1¥31, The same sSTratagy may

not nhold in 19d2, sDarcticularly in regaré to cianges in the
cut-cff date. Our de.egation in Paris manaced to exclude $5u0
million in CCC credizs signec¢ in 1981 Zrom the reschedulling.
A_change in the cut-off date wo:uld include Ilem 1n 1982.
Maintenance of Januarv 1, 1981 as the cut-cff date would De
defensible as standard international practice.

D e et h e T

25X1

it esrser e mmmn s oaf b eme

CONFICENTIAL

Approved For Release 2008/08/12 : CIA-RDP84B00049R000601570012-5 -—




Approved For Release 2008/08/12 : CIA-RDP84B00049R000601570012-5

- s
. S

Financinc Gap 1981
{bi1llions cr coliars)

Current Account Deficit _ S
Anortization

Credits Extended

Short-term Capital Flight .6

-5 W
¢« o ¥
NUno

Gross Financing Requirement 11.3

. Financing Items 8.9
of which-

Alreadv Arranaged .

‘ ~Official Rescheduling (Paris Group) $2.9
Western Export Credits -7
Socialist Assistance (Pirst Quarter) <7
Western Financial Credits -2
Private Rescheduling 2.4

Expected
Undrawn European Zxport Credits 1.4

Official Roll-Over (Other -
; Western Governments) -6

Financing Gap Af:ter Already Arranged
and Expected Financing $ 2.4

Financing Gap Including Only Financing
Already Firmly Arranged $ 4.4
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Table II

Pinancing Gaz 1981-1983
(billions ¢ gollars)

1981 1982 1983
Current Account $ 3.0 $ 2.5 s 2.0
Capital Outflows ‘ 7.7 6.6 5.8
Short-Term Capital Flight .6 - -
Gross Financing Neeas $11.3 $ 9.1 $ 7.8
' Financing Item
o of which
Official Rescheduling $ 3.8 $ 3.1 $ 2.2
. = Private Rescheduling 2.4 2.2 .7
3 ‘abp Following
Rescheduling ' $ 5.1 $ 3.8 $ 4.9
Addirional Financing
Availaple
Export Credits $ 2.1 - -
Other Credits -2 - -
CEMA AID -4 = =
Remaining Gap $ 2.4 - -
' CNLICIRCATIA]
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